This paper reviews economic development and the regulatory environment of audiovisual services in the Republic of Korea (hereafter, Korea). The paper specifically examines motion pictures and broadcasting, and discusses what drives or hinders the sector's trade potential.
INTRODUCTION
According to the World Trade Organization's (WTO) Services Sectorial Classification List, audiovisual services include motion picture and video tape production and distribution services, motion picture projection services, radio and television services, radio and television transmission services, and sound recording (WTO 1991) . The development of this sector crucially relies on the quality of content that audiovisual services provide to diverse audiences. Technological advances, among other things, have affected and transformed the nature of this sector: they make it possible for content to be distributed on a variety of platforms and devices by diverse operators; and give greater control to consumers over what they want to watch or listen to-when, where, and how. The widespread use of telecommunication technology allows a greater amount of content to be transmitted within and across borders quickly and cheaply.
Under the General Agreement on Trade in Services (GATS), a relatively small number of WTO Members have undertaken specific commitments in the audiovisual sector (WTO 2010) . In the WTO, the audiovisual sector does not benefit from specific commitments from many WTO members, and has attracted many "most-favoured-nation" (MFN) exemptions. This reflects the sensitivity of this sector, which has both economic components as well as social and cultural ones. Due to its importance in the areas of social cohesion and cultural identity, as well as cultural diversity and economic development, audiovisual services are typically subject to a wide array of government regulations, which may relate to the protection of intellectual property, competition, protection against illicit or offensive content, advertising, language requirements as regards subtitling and dubbing or, more traditionally, management of the broadcast radiowaves spectrum (WTO 2010) . The WTO acknowledges the complex nature of this sector and treats cultural goods and services differently from other traded goods and services because of the intrinsic differences of such goods and services.
Government policies play a significant role in the sector. Governments may take measures to attain certain cultural objectives, including the protection and promotion of domestic cultural content or diversity and pluralism, and/or intellectual property rights. Nonetheless, various data indicate a rapid expansion of international trade in audiovisual services (WTO 2010) . Although WTO (2010) estimates that, when measured on a balance-of-payments basis, trade in audiovisual and related services represents approximately 1% of total commercial services trade; it acknowledges that the relative importance varies from country to country.
The purpose of this paper is to review the economic development and regulatory environment of Korean audiovisual services, specifically motion pictures and broadcasting, and to discuss what drives or hinders the trade potential of Korean audiovisual services. This paper is structured as follows: Section 2 reviews Korean market development in the area of motion pictures and broadcasting, including recent economic trends and trade in each sector. Section 3 discusses current regulations in these sectors as well as GATS and free trade area (FTA) commitments. Section 4 concludes by discussing what drives or hinders the trade potential of Korean audiovisual services.
MARKET DEVELOPMENT

Motion Pictures
The Republic of Korea (hereafter, Korea) ranked eighth in the world in terms of the number of motion pictures produced in 2008 (WTO 2010). As for the values of exports and imports in 2009, WTO (2011) shows that the country ranked eighth in both exports (worth US$198 million) and imports (US$321 million). Korean films have garnered serious international recognition recently, but the development of Korea's film industry traversed a very long bumpy road. For instance, it was hampered by Japanese colonization, national division, civil war, authoritative military governments, strict censorship, high restrictions, and distorting film regulations. The industry appears to have come into being sometime during the early 1900s, but it was only in the 1990s that Korean cinema finally enjoyed a supportive government, a stable economic environment ,and a sensible film policy.
Brief History
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The first time a movie was screened in Korea is thought to be in the late 1890s. (James et al. 2002) . From 1909 to 1920, a series of theaters were built in regional cities, such as in Seoul, Busan, and Pyongyang. The first Korean-made silent features were produced in 1923, but most of the films that Korean theaters showed were imported from Europe and the United States (US). Over the following years, several Korean film companies were created and gained increasing popularity. Despite this, however, Japanese censorship and oppression limited the growth of Korean movies. The colonial government censorship board insisted that all foreign and domestic feature films be submitted for approval before being screened, and police officers were present at theaters for screenings.
Syngman Rhee exempted the country's film industry from taxation in an attempt to rejuvenate it. The number of domestic productions increased from eight in 1954 to 108 in 1959 and the domestic film industry enjoyed an unprecedented surge in box office receipts as the public returned to theaters. This golden age receded as the new authoritative military government substantially increased its control over all aspects of the film industry. The Motion Picture Law of 1963 limited the number of films produced and imported under a strict quota system, and cut down the number of domestic film-production companies from 71 to 16 within a year. Government censorship became very strict, focusing mainly on any hint of pro-communist messages or obscenity. Such restrictive policies would ultimately have a severe effect on the industry's creativity. Increased levels of government control and censorship over the film industry continued in the seventies. In addition, the sudden growth of television ownership in the late 1960s created extra competition for Korean filmmakers: movie-theater attendance dropped by about a third in the 1970s. The Korean film industry entered a long period of declining admissions, producing low quality movies with limited subjects, ideas, and budgets. All these transformations had a positive effect on the Korean film industry. However, there was also a gradual loss of audience from the late 1980s. In 1988, a change in policy lifted import restrictions on foreign films and also allowed Hollywood companies to set up branch offices in Korea. This policy change led to the Screen Quota System, which obliged theaters to screen Korean features for at least 146 days a year. At that time, it was the one and only protection measure for the indigenous film industry against foreign competition. Over the next few years, domestic films would gradually lose their market share, reaching a low point in 1993 when Korean cinema made up only 16% of overall attendance figures.
A revision to the Motion Picture Law of 1984 also permitted, under certain circumstances, independent production, which had formerly been illegal. In the late 1980s, the newly-elected president Tae-woo Roh began the gradual elimination of government censorship of political expression in films. The end result of these changes was that by the late 1980s a new generation of young movie producers had entered the film industry, and their new approaches to filmmaking enabled the production of more diverse Korean movies.
Korean cinema entered a new era in the 1990s when Korea's major conglomerates entered the film industry. In 1992, Samsung, one of South Korea's five major conglomerates, so-called chaebols, became the first chaebol to finance a movie production. The conglomerates helped to transform the structure of the business by introducing a vertically-integrated system, in which the financing, production, exhibition, distribution, and video release of films were all controlled by a single company. Although many chaebols, including Samsung, dropped out of the industry after the 1997 financial crisis, several major conglomerates remain as the industry's most powerful players to the present day. After the 1990s, Korean movies improved drastically in terms of quality and diversity of theme, and began to produce a string of box office hits.
Recent Market Trends
The Motion Picture Association of America (MPAA 2011) reports that global box office receipts for films reached US$31.8 billion in 2010, up 8% from the 2009 total. This increase was boosted by box office increases in markets outside the US and Canada that reached US$21.2 billion, which made up 67% of the worldwide total. In terms of US dollars, international box office receipts outside the US and Canada was up significantly in the five years following 2006 with an increase of 13% in 2010. Box office receipts in the Asia Pacific region increased annually by 21% in 2010. Although all major markets in Asia Pacific grew in 2010 in US dollar terms, the largest increase in overall box office value for all films occurred in the People's Republic of China (PRC), which accounted for more than 40% of Asia Pacific box office growth. 
Technological Developments
In 2010, 3D technology had a huge impact on theaters in Korea. Early in the year, the 3D film Avatar became the film with the highest number of admissions sold in Korea's film history. It attracted a viewing audience of more than 13.4 million in 2009 and 2010. With this film, Korean audiences enthusiastically embraced the advent of 3D technology despite the fact that a typical weekend ticket price of a 3D title is almost double the price of a regular admission. The unprecedented success of Avatar led to a wave of further 3D films in 2010. The number of 3D films released in 2010 totaled 25, which represented more than a 350% annual increase. Korean film producers are trying to exploit this technological advance. The first two Korean 3D films were released in 2010, but failed to attract significant audience levels. Nonetheless, a Korean 3D film, Sector 7, attracted more than 2 million viewers in 2011 and several 3D Korean films are expected to be released in 2012. The market share of imported movies was over 50% in 2010, but slightly less than 50% in 2011. Hollywood movies still dominate Korean movie imports. Cinema made in the US accounted for more than 45% of the Korean movie market in which the market share of foreign cinema was around 50% recently. Other than Hollywood movies, foreign movies have not attracted much attention from Korean audiences. They accounted for less than 5% of the Korean film market. 
Exports and imports
Broadcasting
The broadcasting industry in Korea consists of radio and television stations, cable TV stations, satellite TV, digital multimedia broadcasting (DMB), internet protocol TV (IPTV) and program providers that create content or have acquired the right to broadcast taped television and radio programs. 
Brief History
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Korean television broadcasting began with the channel HLKZ-TV in 1956 (Cho et al. 2011 ). However, the first full-scale television station, KBS-TV, was established and began operating on 31 December 1961 (Choi 2010) . The second commercial television station, MBC-TV, followed the debut of the first commercial television, TBC-TV, in 1969. After 1969, the television industry was characterized by furious competition between the three networks.
The 1970s were dominated by government intervention in the country's media system. In 1972, the Park Chung-hee administration imposed censorship upon media through a martial law decree. The government revised the Broadcasting Law, after which the government expanded its control on media content by requiring all television and radio stations to review programming before and after transmission.
The 1980s were the golden years for Korea's television industry. Growth was phenomenal in every dimension, including the number of programming hours per week, television stations, and television sets. The year 1981 also saw the introduction of color television transmissions. After decades of state control and heavy censorship, the repressive Basic Press Law was repealed in 1987, and, since 1990, the television market has expanded significantly. With the Broadcasting Law of 1987, the Korean Broadcasting Committee was established to oversee all broadcasting in the country. The most important feature of this law was that it guaranteed freedom of broadcasting. However, it imposed a strict quota system in which television stations allocate at least 10% of their broadcasting hours to news programming, 40% to cultural/educational programming, and 20% to entertainment programming.
In 1990 the government ended a 27-year-long freeze on new commercial licenses and granted a license to SBS-TV. This breakthrough paved the way for competition between the public and private networks. Another technological breakthrough took place at the beginning of the 1990s with the introduction of cable television. Also in 1990, the government initiated an experimental multi-channel and multi-purpose cable television service. In addition, Korea launched its first broadcasting/communication satellite in 1995 and its first satellite TV in 2002.
New technology continued to bring new broadcasting services in Korea. In 2005, Korea became the first country in the world to start DMB services. IPTV services took off in 2010. The government set 31 December 2012 as the deadline for the switchover to digital in Korea. From 2013, Korea will convert from analog broadcasting to digital broadcasting.
Recent Market Trends
The broadcasting industry in Korea experienced substantial growth in the 2000s. Total revenue grew from less than US$5 billion in 2001 to more than US$15 billion in 2010. Much of the revenue increase came from program providers and cable TV operators. The revenue of program providers increased from around US$2 billion in 2001 to more than US$8.2 billion in 2010, while that of cable TV jumped from US$568 million to US$2.3 billion over the same period. More than half of the PP revenue came from home shopping channels. Even though the revenue of terrestrial broadcasting, including TV, radio, and DMB, increased by 10% in 2010 compared to the previous year, this sector did not experience a big boost over the 2000s. The relative revenue share of satellite TV and IPTV is still small, but their growth rates were significant in 2010. Comparing these subscription figures with those at the end of 2010, S-DMB subscribers declined by 7.6% while IPTV subscribers increased by 9% over three months.
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The broadcasting industry employed 29,878 workers in 2010. Total employment in this sector had decreased continuously since 2003, but increased by 2.6% in 2008. It decreased slightly in 2010. Terrestrial broadcasting has been the largest employer with a 45% share of total employment, and PP has been the second largest employer. The employment share of cable TV continued to decline over the 2000s. 
Exports and Imports
Total exports of Korean broadcasting programs enjoyed a surge in 2010, amounting to US$215 million, 26.3% more than 2009. Exports of terrestrial broadcasting programs increased by 20% and reached US$122 million, while those of program providers reported US$5.3 million, which was an 85.1% increase compared to the previous year. While Japan was the most important export market for Korean programs, the export market shares of the PRC; Taipei,China; and South-east Asian countries increased significantly in 2010. Program exports to the US and European countries remained minimal in this year. (Table 10) . Meanwhile, program providers were big importers of foreign programs: they bought US$97.7 million worth of foreign programs but sold only US$5.3 million worth (KCC 2011) . In contrast to the export destinations, most imports have come from the US and European countries, such as the United Kingdom. Program providers bought most of their foreign programs from the US: imports from the US accounted for US$87 million of the US$97.7 million of total PP imports in 2010. 
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Inward and outward foreign direct investment
Korea has various restrictions on foreign ownership of broadcasting services providers. As a result, this sector has not attracted a large volume of foreign direct investment (FDI). As of 31 December 2010, total FDI into Korean broadcasting was around US$412 million. Of this almost 77% was invested in system operators. Program providers have attracted only US$34.7 million from overseas. For the origin countries of the FDI, the US was the largest investor in this sector, followed by Malta. 
REGULATORY REGIME
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Audiovisual services in the WTO Services Sectoral Classification List, on which the services market opening negotiations in the Uruguay Round were based, consist of: 1) motion picture and video tape production and distribution services (CPC 9611);
2) motion picture projection services (CPC 9612);
3) radio and television services (CPC 9613); 4) radio and television transmission services (CPC 7524); 5) sound recording; and 6) others.
Among them, Korea made commitments on 1) motion picture, video production, distribution services excluding those for cable TV broadcasting; and 2) record production and distribution services of sound recording under the General Agreement on Trade in Services (GATS). The sectors that Korea made commitments to exclude broadcasting sectors. By making commitments to these sectors, Korea promised to keep these sectors open to foreign investment. Therefore, there is no restriction such as capping foreign ownership in these services. In sum, Korea has not made any commitments to GATS on broadcasting, nor maintained any restrictions on trade in motion picture services, except for the screen quota and the movement of service providers across the border.
Currently, the motion picture industry in Korea is fully open to foreign investment and films except for the screen quota system. Foreigners could set up a production studio and/or a distribution company in Korea without discrimination. The screen quota system is the only rule that discriminates against foreign films and protects domestic films. However, Korea has maintained a high level of government control over broadcasting.
Korea made significant commitments to the audiovisual sector in the Korea-US Free Trade Agreement (FTA). The affected areas include screen quotas, broadcasting quotas, and foreign ownerships of broadcasting. The Korea-US FTA increases US quota applicable to singlecountry sources of foreign content broadcast in Korea. More than that, no later than three years after 15 March 2012, which was when the Korea-US FTA entered into force, Korea will permit 100% foreign ownership of program providers that are not engaged in multi-genre programming, news reporting, or home shopping. The Korea-EU FTA does not have any provisions on audiovisual services.
Screen Quotas
The screen quota system has been enforced in Korea since 1967 under the Act on Promotion of Motion Pictures and Video Products. Before entering FTA negotiations with the US, Korea significantly reduced its screen quota in half to 73 days per year on each cinema screen. Hence, cinema operators must show Korean motion pictures for at least 73 days per year on each screen in Korea.
Broadcasting Quotas
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A terrestrial broadcaster, program provider, cable system operator, or satellite broadcasting operator must include the following percentages of Korean content in its quarterly programming:
(a) 80% of the quarterly programming hours of a terrestrial broadcaster or program provider that uses terrestrial broadcasting to provide its programming;
(b) 50% of the quarterly programming hours of a cable system operator or a satellite broadcasting operator; and (c) 50% of the quarterly programming hours per channel of a program provider that does not use terrestrial broadcasting to provide its programming.
A terrestrial broadcaster providing programming in the following genres must include the following percentages of Korean content in its annual programming: A cable system operator, satellite broadcasting operator or program provider providing at least some music programming must include Korean content in 60% of its annual music programming hours, per channel.
From 15 March 2012, Korea shall not require a cable system operator, satellite broadcasting operator, or program provider providing at least some animation or movie programming to provide a percentage of Korean content in its annual programming hours, per channel, that is greater than:
(a) Animation: 30% of the broadcaster's annual animation programming hours; and (b) Movies: 20% of the broadcaster's annual movie programming hours.
Certain separate content quota requirements apply to a broadcaster specializing in religious programming or education programming, or to a terrestrial DMB operator. A satellite DMB operator is subject to content quota requirements applied to a satellite broadcasting operator.
No later than the date the Korea-US FTA enters into force, Korea shall permit no less than 80% of quarterly programming hours of terrestrial broadcasters, cable system operators, satellite broadcasting operators, or program providers of foreign content per genre to be the foreign content of a single country (single-country content ceiling).
Under the Broadcasting Act, the Korea Broadcasting Commission (KBC) may require that a specific percentage, no greater than 1.5% of a terrestrial broadcaster's annual programming hours be newly-produced Korean animation. As of 30 April 2007, KBC requires that 1% of the annual programming hours of Korea Broadcasting System (KBS), Mun-hwa Broadcasting Corporation (MBC), and Seoul Broadcasting System (SBS) and 0.3% of the annual programming hours of Educational Broadcasting System (EBS) be newly-produced Korean animation.
Restrictions on ownership
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One provider (person or corporation) can only own one business in terrestrial broadcasting and satellite broadcasting. Cable system operators and program providers can own more than one broadcasting and transmission line. But they can be restricted by the government with regards to market share and the number of providers. One provider can own terrestrial broadcasting, satellite broadcasting, and cable broadcasting except a combination of terrestrial broadcasting and cable broadcasting. In cable broadcasting, one provider can serve system operator, network operator, and program provider but they can be restricted with regard to market share and the number of providers. According to the recent enactment of the Broadcasting Law and Internet Multimedia Broadcasting Business Law enforced by President Lee's administration, the trend is changing. Newspapers and large companies can hold a 10% stake in terrestrial broadcasting, a 30% stake in cable broadcasting, and a 49% stake in IPTV or a news channel.
A news agency organized under foreign law may supply news in Korea only under a contract with a news agency organized under Korean law which has a radio station license, such as Yonhap News. A foreign government, foreign person, or deemed foreign person may not hold:
(a) an equity interest in a terrestrial broadcasting and relay-only cable operator;
(b) in aggregate more than 20% of the total issued stocks or equity interest in a program provider that is engaged in multi-genre programming; (c) in aggregate more than 10% of the total issued stocks or equity interest in a program provider that is engaged in news reporting;
(d) in aggregate more than 33% of the total issued stocks or equity interest in a satellite broadcasting operator; or (e) in aggregate more than 49% of the total issued stocks or equity interest in a cable system operator, a signal transmission network business operator, or a program provider that is not engaged in multi-genre programming or news reporting.
No later than three years after the Korea-US FTA enters into force, Korea shall permit a foreign person to hold up to 100% of the equity interest in a program provider that is not engaged in multi-genre programming, news reporting, or home shopping.
No single person may hold in aggregate more than 40% of the total issued stocks or equity interest in a terrestrial broadcasting or a program provider that is engaged in multi-genre programming or news reporting, unless such broadcasting primarily provides religious or missionary content. Such limitations do not apply to the Government of Korea and a corporation established by a special law (e.g. the Mun-hwa Broadcasting Corporation (MBC), which is established under the Broadcasting Culture Promotion Act).
Nationality Requirements
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The following persons may not serve as chief executive officer, president, or similar principal senior officer, editor of a news agency, or a member of the board of directors of Yonhap News or the News Agency Promotion Committee:
(a) a foreign national; or (b) a Korean national not domiciled in Korea.
Neither a foreign national nor a Korean national who serves as chief executive officer, president, or similar principal senior officer of a foreign enterprise may serve as chief executive officer, president, or similar principal senior officer or chief programmer of a terrestrial broadcaster, satellite broadcasting operator, cable system operator, program provider, signal transmission network business operator, audio cable operator, or relay-only cable operator. All members of the boards of directors of the Korea Broadcasting System (KBS) and the Korea Educational Broadcasting System (EBS) must be Korean nationals.
Domestic Regulations
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A license for terrestrial broadcasting, a cable system operator, satellite broadcasting operator, signal transmission network business operator, or a program provider may only be granted to or held by the Government of Korea, a local government, or a juridical person recognized by Korean law. A license for a relay-only cable operator or an audio cable operator may only be granted to or held by the Government of Korea, a local government, or a Korean person. A license for terrestrial broadcasting, a relay-only cable operator, cable system operator, satellite broadcasting operator, or a program provider that is engaged in multi-genre programming, home shopping, or news reporting is granted through permission, whereas a license for a signal transmission network business operator, audio cable operator or a program provider that is not engaged in multi-genre programming, home shopping, or news reporting is granted through registration. A foreign news agency may establish a branch or office in Korea for the sole purpose of collecting news, but such branch or office may not distribute news communications in Korea.
CONCLUSIONS
The trade potential of Korean audiovisual services depends on whether Korean audiovisual service providers create high quality content that can be shared locally and/or universally. The most important prerequisite for high quality contents is undoubtedly the materialization of creative ideas. But producing content is a highly risky business and subject to increasing returns to scale, which means large pools of financing are needed as well as creative ideas. That leaves the last point for the globalization of Korean audiovisual services: global demand for Korean content that requires international recognition of Korean brand values for content.
Before the 1990s, it was hard to imagine that Korean films would enjoy international recognition. Every year from 1996 onwards, Korea has hosted the Busan International Film Festival, which has become the top film festival in Asia. Three factors may be identified for this sudden change of the status of Korean film: enhanced creativity due to the elimination of government censorship and cumbersome regulations in the 1980s; the entry of major conglomerates to the film industry in the 1990s; and frequent appearances in prestigious international movie festivals. All of these have contributed to the renaissance of Korean movies. It should be emphasized, however, that the elimination of unnecessary government intervention in the Korean film industry preceded the materialization of the three factors.
The importance of market-friendly government regulation for the development of an industry can be seen in the history of the Korean film industry. As noted in Section 2, the golden age of Korean film in the early 1960s suddenly receded as the new authoritative military government substantially increased its control over all aspects of the film industry, including limiting the subjects for movie producers. Such restrictive policies had a severe effect on the industry's creativity, which was revealed by the low quality movies of the 1970s. The Korean film industry underwent a major transformation in the 1980s, the most noticeable feature of which was the gradual reduction in government censorship that surely contributed to the diversification of Korean film.
At first glance, it seems that the Korean broadcasting sector has enjoyed the same success as the Korean film industry. Its total revenue and exports increased threefold and tenfold respectively in the 2000s. A closer look into the sector, however, reveals its weakness. For example, most of its exports rely on a specific genre, drama, and a specific region-Asia. In order to emulate the success of the film industry, Korea's broadcasting sector needs more efficient regulations that balance public interests, including the development of domestic content and cultural diversity, with the industrial aspects of this sector. As we have seen in Section 3, it has been mired in heavy government regulations, of which the objectives seem unclear. It is hard to find, for example, the rationale behind the strict limitation of foreign participation in the field of news reporting and multi-genre programming. Even dubbing is not allowed in foreign news. If the objective of the government regulations is to enhance the development of domestic content or cultural diversity, appropriate levels of broadcasting quota alone would be enough to achieve these policy goals. Since the business of content production is inherently risky, the government should rather encourage substantial capital investment in this sector, including foreign capital. More market-friendly regulation reform without sacrificing public interest would be a useful first step towards making the Korean broadcasting sector more globally competitive.
